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General Business Conditions 


HE holiday season has brought further 

evidence of business downtrend. Cut- 

backs in factory operations have been 

more marked than usual, as might be 
expected in a time of declining order 
backlogs, ample inventories, and conservative 
buying policies. Steel ingot output dropped be- 
low 70 per cent of capacity in December, while 
leading automobile manufacturers laid off 90,000 
workers over the holidays. More than seasonal 
curtailment is reported in some other lines. A 
last minute shopping rush brought Christmas 
sales to high totals, apparently equaling last year, 
but not up to retailers’ hopes. Latest figures 
show unemployment and short time rising moder- 
ately, and personal income declining a little. 
There are few signs of early reversal of the trend. 
Expectations of increased government spend- 
ing seem to be borne out by unofficial estimates 
of next year’s federal budget and by release of 
federal funds for housing and new defense con- 
tracts. As yet, however, there is little discounting 
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of such anticipations. Increased unemployment 
insurance payments and other so-called “auto- 
matic stabilizers” are at work cushioning the de- 
cline in income, but the predictions sometimes 
heard that rising consumer expenditures will, at 
a minimum, offset pcm spending 
have found little factual support. 

The disappointed Christmas hopes of retailers, 
despite sales that in fact were very good, typify 
much of 1957. All too often the year’s results 
fell short of expectations. People who expected a 
fall pickup in consumer buying, a further stretch- 
out of record plant and equipment spending, or 
a revival of business ordering found that they 
had indulged in wishful thinking. As a result, 
and because it ended in a downtrend, 1957 may 
not get as much credit as it deserves for being a 
good business year. On the record, it was prob- 
ably the best year in the nation’s history. 


New Records in 1957 

Latest figures indicate that in 1957 the gross 
national product — the aggregate value of goods 
and services produced —set a new record by a 
sizable margin, as did personal income and con- 
sumer spending. Even aggregate corporate prof- 
its are not likely to wind up very far from the 
good 1956 level. If the final Fai on Christmas 


sales confirm early indications, they will bring 
total 1957 retail sales up to the $200-billion mark 
for the first time—a 5 per cent rise over 1956 
and an immense volume of merchandise for any 
year. Construction rose to a new peak for the 
eleventh successive year, and business investment 
in on Eee and equipment expanded to the 


unprecedentea total of $37 billion. ps, prt 
more Americans were at work in 1957 and earn- 
ing higher wages than ever before. 

Many of these records look less imposing, 
however, if allowance is made for the higher 
level of prices during 1957. Consumer prices 
averaged 3% per cent higher than in 1956, and 
wholesale prices were up 2.9 per cent. Gross 
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Postwar Business Cycles 
(Gross national product — seasonally adjusted annual rates in billions of dollara; industrial production — seasonally adjusted in- 
dexes, 1947-49==100; unemployment — millions of persons, old defi nition.) 





national product will show some rise after allow- 
ance for price changes, but doubtless a slower 
rate of increase than in 1955 or 1956. Industrial 
production averages out about the same as in 
1956. The over-all purchasing power of con- 
sumer income is still likely to set a new record. 
If both prices and population growth are taken 
into account, however, there has been little in- 
crease in “real” per capita disposable income 
since the last quarter of 1955. 


Out of Steam 

There were no strong cross-currents in the 
economy during 1957 as in 1956. In fact, there 
was no ste ergs movement in any direction 
— just a period of drifting followed by a gentle 
slide. What buoyancy there was in the early 
part of the year was largely due to the capital 
goods boom. When declining orders brought 
slackening in capital goods, over-all business 
slackened with them. It has been unusual in the 
postwar period for major sectors of the economy 
to run out of steam at once, but it seems to be 
happening. Business inventories had gone about 
as high as they could without getting uncom- 
fortable, and until recently the Federal Govern- 
ment was trying to cut back expenditures. Most 
backlogs of deferred demand are cleaned up, 
save for highways, schools, and some others. 
The future is even anticipated somewhat, as in 
certain types of industrial capacity. Significantly, 
the National Association of Purchasing Agents 
recently reported that, for the first time since 
the early days of World War II, no commodity 
was in short supply. 


Over the 12 years since the end of World War 
II, activity has been at high levels even during 


periods of adjustment. We have been making up 
the backlog of deferred demand inherited 
a great depression and two wars, not only in 


tangible goods like factories and passenger cars, 
but also in the vital statistics of marriages, babies, 
and new household formation. Whole income 

oups have equipped themselves for a new, 

igher standard of living. A great deal of what 
we have considered “normal” growth in the 
postwar period was really enhanced by this 
catching up process, and the real growth pattern 
is doubtless somewhat lower and slower than 
data of the past decade would indicate. In that 
respect, the sideways drift in 1957 and the down- 
ward adjustment now occurring may be steps 
toward a level from which continued long-term 
growth is more readily sustainable. 


Postwar Business Cycles 


No two business cycles are alike, but it may 
help in judging where the economy stands at 
present to compare the last two years with the 
experiences of 1947-49 and 1952-54. The accom- 
panying chart shows the rise and fall of three 
major indicators. 


The most comprehensive measure of economic 
activity, gross national product, rose in the first 
three quarters of 1957 and, largely because of 
the continued rise in prices, may show little or no 
drop in the fourth quarter. Because of the wide 
scope of this indicator, its fluctuations over pre- 
vious cycles have been relatively slight. In both 
the 1949 and 1953 dips, the reduction in gross 
national product was only 3 per cent and the 
decline lasted a year or less. 


Industrial production, on the other hand, has 
already declined irregularly from a peak of 147 
in December 1956 to 139 in November, or 5% 
per cent. Three quarters of the drop took place in 
the last three months of this period. In 1948-49 
and 1953-54, production declined 10 per cent 
in about a year. 
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Unemployment has been consistently higher in 
the past two — than in the earlier periods 
shown. (The data have been kept comparable 
throughout on the older, less inclusive definition 
of the Bureau of the Census.) Part of this higher 
level of unemployment has consisted of the large 
numbers of youngsters and married women at- 
tracted into the job market by high wages. In 
November 1957, unemployment rose to 3.0 mil- 
lion, or 4.4 per cent of the labor force. An in- 
crease of only seasonal proportions would boost 
the total more than one-fourth further by Febru- 
ary. In February 1950 unemployment went as 
high as 4.7 million, or 7.6 per cent of the civilian 
labor force. In 1954, the peak was 3.7 million 
out of jobs, or 5.8 per cent of the labor force. In 
both 1950 and 1954, seasonal influences boosted 
unemployment to a peak several months after 
recovery got under way. In neither year did un- 
employment reach the 6 million level which 
Secretary of Labor Mitchell recently designated 
as “serious” unemployment. 

Some major differences of these earlier cycles 
from the present situation deserve mention. Con- 
sumer purchases remained high throughout both 
previous dips. However, purchasing power was 
stimulated by cuts in personal income taxes. 
Pent-up consumer demand for durable goods and 
homes also helped keep spending high. In both 
cycles, business inventories had drifted out of 
line with sales and needed adjustment. Finally, 
the reduction in government defense spending 
after the Korean War was a major factor in the 
1953-54 decline. Indeed, this drop, together with 
associated inventory cutbacks, accounted for 
virtually the entire 1953-54 recession. 

By way of contrast, in 1958 no tax cuts are in 
prospect and no backlogs remain to buoy con- 
sumer spending. On the other hand, inventories 
have been watched closely for some time now 
and do not appear to be out of line as much as 
in earlier periods. A major difference is the 
prospect for higher government defense expendi- 
tures in 1958. 


The Impact of Defense Spending 
Undoubtedly the public reaction to the Rus- 
sian satellites will touch off an increase in mili- 
tary expenditures during 1958 — how much and 
how soon is another question. It would be pre- 
mature to expect any substantial rise in ocho 


in early 1958. The cutbacks in conventional arms 
and manpower under way before Sputnik will 
still be pulling down the spending totals, and 
further economies are being sought to offset the 
increase in missile expenditures. The time neces- 

for research, testing, and putting new weap- 
pre. fra large-scale essininine will a 


hold back 


any massive spending program, no matter how 
willing Congress may be to appropriate funds. 

The most immediate impact of the a at- 
titudes toward defense spending will come from 
stepping up the placement of defense contracts. 
These contracts start subcontracting and inven- 
tory accumulation —even plant and equipment 
spending — with direct and psychological effects 
going around the circle. 


Between the economy drive and the uncertain- 
ties of the shift from manned aircraft to missiles, 
the Defense Department has been holding back 
on its ordering. In 1956, obligations for major 
procurement and production exceeded expendi- 
tures for these purposes by $4.9 billion, but in 
the first nine ie of 1957 expenditures ran 
ahead of obligations by $2.1 billion. To put these 
changes in perspective, the build-up in defense 
contracts was equivalent to roughly two thirds 
of the rise in manufacturers’ unfilled orders in 
1956, while in the first nine months of 1957 the 
excess of payments over new orders equaled 
more than one fourth of the decline in factory 
order backlogs. 


In the third quarter of 1957 expenditures on 
major procurement and production totaled $3.6 
billion, which is in line with a $39 billion over- 
all annual rate of spending. Corresponding ob- 
ligations totaled =e $2.8 billion, a rate of or- 
dering which would have had to be stepped up 
to sustain even a pre-Sputnik spending rate. To 
achieve the expanded programs being discussed, 
not only for fiscal 1959 but for years beyond, a 
substantial rise in the rate at which funds are 
being obligated appears likely in the near future, 
and may in fact be under way already. 


Intangibles in the 1958 Outlook 


The promptness with which business firms ad- 
just their inventories and the speed of the decline 
in plant and equipment spending will have much 
to do with the trend of the next few months and 
with determining how soon the economy is ready 
to rally and start a recovery. The amount and 
timing of fiscal and monetary measures to coun- 
teract recessionary trends are also vital but un- 
known elements in the 1958 outlook. 

One thing is certain: 1958 will be a highly 
competitive year. More than ever before, man- 
agement’s interest will be centered on cutting 
costs, improving efficiency, and turning out prod- 
ucts designed and priced to attract the customer. 
Many industries are "sont. declines, but 
the fact that many of them have already gone 
through substantial adjustments in the past two 
years should help limit the size and duration of 
further adjustments. The prospect of an accel- 
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erated defense program and the possibility of 
moderate but continued expansion in public 
works, home-building, and some other types of 
construction encourage belief that the second 
half year may see an end to the recession. In 
business plant and equipment expenditures, 
however, there is no precedent for expecting a 
fresh upturn in so short a time. 

Bull Market In Bonds 

Following up on the impulse given by the 
Federal Reserve discount rate reductions, an- 
nounced November 14, bond prices rose pre- 
cipitately during the first two weeks of Decem- 
ber, then paused to catch their breath. The in- 
crease of prices was propelled by limited offer- 
ings, an eagerness of investors to put their money 
to work before prices rose still further, and 
active accumulation of inventories by dealers. 

As the month wore on, some reluctance to fol- 
low the rise became apparent among investors. 
This attitude was heightened by the pigs 
Federal Reserve reports which revealed a sud- 
den resurgence of bank loan demands in 
December and also a cautious approach of the 
Federal Reserve toward supplying additional 
cash to the banks and relieving their deficiency 
of funds. It is paradoxical that the Federal Re- 
serve was less active during the final six weeks 
of the year, after the discount rate cut, in supply- 
ing funds to help banks meet year-end pressures 
than it had been in previous years. 

Additions to bank investment portfolios did 
not figure in a major way in the bond price ad- 
vance though anticipations were general that 
loan payoffs, and an easier Federal Reserve 
policy, would give banks money to invest in 
January and February. 

In a speech December 11 before the Life 
Insurance Association of America, Federal Re- 
serve Board Chairman William McC. Martin 
described the discount rate reduction as con- 
stituting “a straightforward, clear signal that, in 
our judgment, inflationary pressures were abat- 
ing, at least for the moment.” In accord with a 
flexible policy, he went on to say, the action 
“appeared to us as appropriate and imperative in 
the execution of a continuing policy directed 
toward fostering economic balance.” 


A Rocketing Advance 

There are few parallels in history for the 
rocketing advance in bond prices witnessed from 
mid-November to mid-December. After the hesi- 
tant and irregular recovery dating some weeks 
before the discount rate cut, prices of high-grade 
bonds in a comparatively few weeks regained 
most or all of the ground lost earlier in the year. 
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Friday Closing Bid Prices, Selected U.S. Government Bonds 
(Last plotting, noon, Friday, December 27) 


As the chart shows, the U.S. Treasury 3%s of 
1978-83, which had touched 92% as recently as 
mid-October, almost regained a par level. The 
2¥%s due in November 1961 — the biggest Treas- 
ury bond issue outstanding and a popular bank 
investment — reached 98%, up 4% points from the 
July low. The old War Loan 2%s of December 
1967-72, down around 85% in June and again in 
October, ran up to 93. The new 17-year 3%s, sold 
only a month ago, touched a premium price of 
107 reducing the yield to a buyer below 3% 
per cent. 

State and local government bonds, income on 
which is exempt from federal income taxes, con- 
tinued to advance in price despite increased new 
offerings invited by the reduction in interest 
costs. Yields on high-grade municipals were 
shaved % per cent from their highs of August. 

The decrease in the cost of money was more 
spectacular in the case of corporate bond issues 
where new offerings fell off from the swollen 
levels of the first ten months of the year. Corpor- 
ations of top credit standing, which had had to 
pay upwards of 4% per cent during the summer, 
were able to float bonds during December around 
a 4 per cent level. 


The Reserve Requirements Question 

Sentiment in the bond market was bolstered 
by recurrent rumors that the Board of Governors 
of the Federal Reserve System would relieve the 
pressures on the money market by easing the 
cash reserve requirements of the member banks. 
These requirements, it is rather widely agreed, 
tie up an unnecessarily large part of bank lend- 
ing resources. Over the longer run they threaten 
to produce scarcity of bank loan resources for 
a growing economy. 

One problem has been to find times when 
inflationary pressures were absent and it was 
safe and desirable to release some of these funds 
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for lending. The Board undertook two steps of 
downward revision in the business recession of 
1953-54. It has seemed plausible that some further 
adjustment would be made in the present re- 
cession. 

In particular, the market has looked for elimin- 
ation of the anachronistic differential between 
the 20 per cent reserve requirement in New York 
and Chicago and the 18 per cent requirement 
in the 48 other “reserve cities” around the coun- 
try. It was the predominant position of New 
York and Chicago banks, years ago, as holders of 
reserves for other banks, that warranted the 
historical differential. While these cities, a 
with San Francisco, remain the largest financi 
centers, most of the nation’s banks now have 
their pri banking ties with their regional 
Federal en Banks and with the pa a 
banking centers classified as “reserve cities.” 


Open Market Operations 

No action has been taken on the reserve re- 
a front, but the Federal Open Market 

ommittee did, beginning in the last week of 
November, enter the market both to purchase 
Treasury bills and extend credit to government 
security dealers. Through Tuesday, December 24, 
purchases of Treasury bills in the open market 
ran to $400 million while loans to government 
security dealers on December 24 amounted to 
$384 million in contrast to a figure of zero five 
weeks earlier. 

These operations, on a smaller scale than usual, 
represented the first action of the Federal Re- 
serve authorities to provide funds to meet the 
seasonal pressures which begin around Labor 
Day and build up to a climax over Christmas 
an the year-end. 

Despite these activities of the Federal Open 
Market Committee, the banks had to do more 
borrowing in December 1957 than they did 


under the restrictive credit policy in December 
1956. Reflecting the pressures on banks as well 
as increased amounts offered, yields on new 
issues of 91-day U.S. Trea bills generally 
ranged above the 8 per cent discount rate and 
averaged 3.10 per cent. 


Other open market money rates, which had 
been marked down % per cent when the discount 
rate was cut by % per cent, were pared a further 
% per cent during December. 


Expectations were widespread that open mar- 
ket money rates shail casas decline further 
in January when investment interest normally 
strengthens. 

Basic Factors 


The question remains for the future to tell 
how long the rise in bonds may continue. The 
upturn grew naturally out of a weakening of 
credit demands from business associated with 
discouraging sales and profits results and con- 
sequent efforts to curtail inventory and capital 
expenditures. This weakening of business credit 
demands reflected itself in unseasonable bank 
loan payoffs in October and November, and in 
reduced offerings of corporate bonds ne 
in November. It was this same environment 
developing business recession, of course, that led 
to the discount rate reduction with its implica- 
tion that credit supply would be increased to 
counter any tendency of recession to feed on 
itself and spiral downward. 


Should business succeed in turning upwards 
again during the course of 1958, the bull market 
in bonds presumably will be brought to a halt 
though few observers expect business demands 
for credit comparing with those of 1957. Experts 
differ on the question as to how much more 
credit may be drawn into use for home con- 
struction, but State and local governments seem 
likely to take advantage of their opportunity to 
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finance schools, roads and other public projects 
at lower interest cost. 


Opportunity for Funding 

One of those rare opportunities is also present 
for the Federal Soncmeent to get on vith its 
long delayed program of improving the maturity 
structure of the public debt. In the 1953-54 
recession the Tr extended considerable 
debt into the intermediate 1960 to 1963 area 
but largely passed up the golden opportunity to 
sell ly long-term bonds at cheap rates. The 
thought was to leave long-term funds little 
alternative but mortgage investment. The Treas- 
confined its long-term offerings to $1.6 billion 
80-year 8%s in 1953, and $2.7 billion 40-year 8s 
in 1955. Reflecting unsatisfied market demand, 

the 3%s were bid up to 112 in August 1954. 

Structure of Interest-Bearing Federal Debt 
as of D ber 31 for Selected Years 
(In Billions of Dollars) 
1946 = 19521987 
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cates 80.0 16.1 84.6 
Notes and bonds due within 1 year. 7.0 18.5 18.0 
Total due or red. within 1 year 110.5 122.0 127.9° 
Metes and bonds due or ble 
in 1-5 years 17.2 50.3 56.0 
Total due or red. within 5 years 127.7 172.2 183.9° 
Bonds due in 5-10 years. 41.6 22.8 11.8 
Bonds due in 10-20 yearns. 20.1 81.1 27.7 
Bonds due after 20 years... 43.6 0.0 4.8 
Total public issues 283.0 226.1 227.2¢ 
Special issues to govt. trust funds. 24.6 89.2 45.9° 
Total interest-bearing debt $257.6 $265.8 $273.1° 
Percentage of Total Public Issues 
1946 1952 19857 
Savings bonds, notes, etc. 
redeemable on demand 24.2% 28.8% 23.5% 
bills 1.8 9.6 1.8 
Certificates 12.9 1.4 15.8 
Motes and bonds due within 1 year. 3.0 8.2 5.7 
Total due or red. within 1 year... 47.4 54.0 56.3 





Notes and bonds due or redeemable 
im 1-5 years 7.4 22.2 24.6 


Total due or red. within § yeara. 54.8 16.2 80.9 











Bonds due in 5-10 years. _— 117.9 10.1 5.0 

Bonds due in 10-20 years___ 8.6 18.7 12.2 

Bonds due after 20 years. 18.7 0.0 1.9 
Total publie issues 100.0% 100.0% 100.0% 


* Estimated. 5 
The Tr has outstanding today no more 
than these $4.8 billion bonds due d 20 
years —only one tenth the total at the close 
of 1946. On the other hand, Treasury bills — the 
practical equivalent of cash—are outstanding 
in the amount of $26.9 billion. Public issues 
due or redeemable at the option of the holder 
within one run to the immense total of 
$127 billion. This debt structure, rendering 
interest costs oversensitive to char- 
acteristically volatile short-term interest rate fluc- 
tuations, is a constant menace to the freedom of 


the Federal Reserve to adopt alternating poli- 
cies of restraint and ease in the pursuit of eco- 
nomic stability and a sound dollar. 

Last summer, when the Tre had to offer 
as much as 4.17 per cent on a special issue of bills 
to get money to cover its expenses, Secretary of 
the Treasury George M. Humphrey described 
the situation as a “mess”, inherited from his 
predecessor and passed on to his successor. The 
present Secretary, Robert B. Anderson, has tested 
the 12- and 17-year maturity ranges and found 
the market receptive. The opportunity to go 
further is too good to pass. 


Mr. Gray’s Moratorium 


With business indexes turning downward and 
unemployment increasing, it was only a question 
of time before we would be hearing from labor 
leaders about the need for higher wages “to 
increase purchasing power.” The dusting off of 
this hoary old argument for wage boosts at the 
first signs of flagging business is all “according 
to Hoyle,” and the only surprising thing about 
it today is the appearance of some discord in 
the labor chorus. 

Richard J. Gray, president of the AFL-CIO 
Building and Construction Trades D ent, 
furnished what must easily qualify as the “man- 
bites-dog” news story of the year in proposing 
before last month’s convention at Atlantic City 
that three million construction workers give up 
their fight for new wage increases in 1958 in an 
attempt to combat inflation. 

Describing his als as “most unorthodox 
policy for a labor leader,” Mr. Gray asked the 
presidents of 19 unions affiliated with the de- 
apap to join in a public declaration calling 

or a voluntary moratorium on pay raises: 

Shall we continue to strive for and obtain wage in- 
creases to compensate for — and, I might add, contribute 
to—the increased cost of living and inflation? If we 


do will it mean tight money, more inflation, less con- 
struction and more unemployment for our people? 


To me it seems to be a question of stabilizing our 
wage and obtaining employment through in- 
construction, 


Mr. Gray went on to say that the problem of 
inflation is more t to the country today 
than “Russian superiority in scientific military 
achievements.” He declared that inflation has 
brought a decrease in construction in the 
last two years and added: 


If this is not the answer to inflation — namely, private 
enterprise and the number one industry of the country 





voluntarily attempting to solve the problem —then of some 
things you can be sure — higher wages, higher prices, less 
construction, more unemployment, plus eventual Govern- 
ment wage and price controls. 
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To say that these statements created a sensa- 
tion would be putting it mildly. Delegates to the 
conyention sat back in shocked disapproval of 
such heresies. Outside the convention these 
observations were widely hailed as affording 
some faint hope at last for recognition in 
influential labor circles of where the constant 
drive for higher wages and more liberal benefits 
is heading. 


“Voice in the Wilderness” 


But this was too much to expect. Mr. Gray’s 
fellow labor representatives lost no time in 
demonstrating that his was, as the New York 
Journal of Commerce expressed it, “a voice in 
the wilderness.” 


From AFL-CIO president George Meany 
down, labor leaders denounced the proposal. 
Mr. Meany accused Mr. Gray of identifying him- 
self with the “big business” view that higher 
oe were responsible for higher prices. L. M. 

erty, president of the Brotherhood of Painters 
and Decorators, wr eg | the proposal as “a 
bombshell,” declared that there are other places 


to start fighting inflation “than to take the bread 

and butter away from building tradesmen.” The 

United Steelworkers Union found the % sal 
a 


“bad for steelworkers, bad for labor, for 
industry, and disastrous for the nation.” The 
International Union of Electrical Workers called 
it “the height of irresponsibility and treason to 
trade unionism.” 


The only union leader at the convention to 
support Mr. Gray was Harry C. Bates, president 
of the Bricklayers Union. Its members rank near 
the top of the building trades group with a 
scale in New York of $4.50 an hour, against the 
national average for all building craftsmen of 
$8.20 an hour and more than double the general 
factory level of $2.10 an hour. 


Labor Secretary James Mitchell cautiously en- 
dorsed the proposal: 


blems 
cost of ing. 


It seems to me that one of the number one 
of the construction industry is the hi 
Housing is getting out of reach of middle and low-income 
families. Any effort on the of the construction indus- 
ty both management and labor, to get at the problem 

decreased housing costs is to be commended. 

The idea of a moratorium on wage increases should 
be seriously considered in the light of that problem if 
this is one way to solve the problem. . . . 


Despite the Secretary's plea and the general 
concern manifest everywhere over rising costs, 
the AFL-CIO convention made short of 
such suggestions. Instead, it voted overwhelm- 
ingly to demand more pay, shorter hours, and 
better welfare and security programs in 1958. 


The Old “Purchasing Power” Argument 

Labor's main case, at least for public consump- 
tion, against a wage moratorium was summed 
by Mr. Meany. He insisted that “increased mass 
purchasing power, based on high wages,” is es- 
sential to ward off a business slump. 

Walter Reuther, president of the United Auto 
Workers, spelled out the argument further: 


The current employment slump, la 
and lower steel sohdcnies can Gite only by in- 


creasing consumer spending power. The problem is that 
millions of households who need the things that the ap- 
pliance workers can make . . . lack the purchasing power 
to translate need into demand. 


Ergo, according to Mr. Reuther, raise wages 
and everything will be fine. 

Here again, as stated earlier, is the old pur- 
chasing power theory, resurrected with weari- 
some regularity by labor spokesmen every time 
the country heads for a slump. To be sure, the 
theory has a certain superficial plausibility. 
Moreover, those pushing for higher wages — for 
themselves — can easily rationalize that the in- 
creases are for the common good. 

Actually, the argument rests on the flimsiest of 
foundations. What it ignores is the other side of 
the coin — increased costs. When wages go up 
rapidly, so too do costs—and prices. An in- 
crease in wages may help many of those “millions 
of households” Mr. Reuther talks about to buy 
“the things that the appliance workers can make,” 
but what about the millions of households — 
farmers, unorganized workers, professional 
ple, the white collar class, pensioners and others 
living on fixed incomes —not participating in 
such wage increases? What happens to their 
ability to buy what “the appliance workers can 
make,” particularly when wage boosts for the 
appliance workers force up the price of appli- 
ances? 

The point is that wage increases affect only 

art of the population, while the price increases 
Pat follow affect everyone. For some people 
purchasing } saree may be increased; but he 
others it is shed. 

Farmers, for example, have long taken a dim 
view of the thesis that jacking up wages adds to 
purchasing power. At the annual meeting of the 
American Farm Bureau Federation in Chicago 
last month resentment against labor union alt. 
cies flared up in adoption of a resolution urging 
a national “right-to-work” law. An important 
factor during the debate, according to New 
York Times correspondent William M. Blair, was 
“the widespread belief among farmers that 
unwarranted wage demands by labor are the 
major cause of rising costs of farm machinery 
needed for more efficient operations.” 
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Of course, if by some miracle all incomes 
could be nite together, no one would be 
hurt by such disparities. On the other hand, 
since prices would be increased correspondingly, 
no one would benefit either. 


A Prescription to Kill, Not Cure 

But that, as everyone knows, is not the way 
things happen. As experience has shown again 
and again, every business boom generates in 
these increasing disparities the seeds of its col- 
lapse. So long as the growth in employment and 
incomes is sufficiently general to make possible 
the passing along of higher costs to the public at 
large, the process of raising wages and prices 
can go merrily along. 

Sooner or later, however, the game gets played 
out. With economic disparities stretched further 
and further, more and more groups in the com- 
munity find themselves unable or unwilling to 
pay the prices demanded by other grcups for 
their goods and services. Trade languishes, 
production falls off, and boom gives way to re- 
cession. 

This is precisely what is happening today. The 
possibility of industry's being able to absorb in- 
creased labor costs by increased volume, or by 
passing them on in higher prices, has pretty 
much vanished. The public is rebelling against 
high prices, business activity and profits are 
declining, and unemployment is increasing. The 
1955-57 boom has been living on borrowed time. 

To arbitrarily increase wage costs under such 
conditions would make matters worse, not better. 
It would threaten bankruptcy for many small 
businesses. While workers dy enough to keep 
their jobs would find their purchasing power 
increased, many more — forced out of jobs by 
factory shutdowns—would have theirs dras- 
tically reduced. It is, in short, a prescription to 
kill, not cure. 

The risks, for example, entailed in forcing 
wages higher and higher in the building industry, 
recognized by Mr. Gray in his statesmanlike 
appeal, were further pointed up last month 
by James D. ion Goonies director of 
Associated General Contractors, the country’s 
biggest organization of construction employers. 

Declaring that a wage moratorium would help 
keep the building industry from “pricing itself 
out of the market,” Mr. Marshall warned that 
it will be impossible to prevent the “wiping out 
of jobs” for skilled craftsmen if further increases 
in wages “force a f pine reliance on prefabri- 
cated materials and other methods that involve 
use of factory workers who receive wages only 
half as high as those of construction workers.” 


Roy M. Marr, president of the United States 
Savings and Loan League, put the problem in 
another light in the November issue of Savings 
and Loan News: 

If building costs continue to rise at the rate they have 
in recent years our $11,000 1951 house will cost $18,000 
or more by the mid-1960's. I can’t see how people will 
be able —or willing —to pay the price for houses that 
will prevail if the current inflation in cost continues. 


Those “Exorbitant’’ Profits Again 

Labor's pat answer to all this is simple: no 
need to boost prices just because wages are 
increased. Just take it out of those “exorbitant” 
profits. 

As Mr. Reuther summed it up at the conven- 
tion: “We are in trouble because big business 
is taking a disproportionately large share of the 
fruits of our developing economy. What is 
needed is higher take-home pay for workers and 
lower take-home profits for corporations.” 

The charge of “exorbitant” profits is, like the 
“purchasing power” thesis, an old favorite of 
the unions to justify wage increases. Its use 
varies with the circumstances. When, in an 
environment of full employment, with the evi- 
dences of excessive spending already present on 
every hand, the raise-wages-to-create-more-pur- 
chasing-power argument no longer applies, then 
the “exorbitant” profits argument — soft pedaled 
when profits are too far down to offer an attrac- 
tive target — gets the play. 

The idea that profits constitute an inexhausti- 
ble well that can be dipped into indiscriminately 
for wages to the detriment of no one but “greedy 
corporations” is a complete myth. 

With corporation income before taxes aggre- 
~~ $43 billion in 1957 (annual rate for 
first half year) against wages and salaries of 
$237 billion, it will be clear that, barring price 
increases (mostly impracticable in a period of 
business contraction like the present), any sub- 
stantial percentage increase in the latter must 
make serious inroads in the former. This reduces 
both revenues available to the U.S. Treasury and 
earnings available for distribution in dividends to 
shareholders or for reinvestment in the improve- 
ment and expansion of the business. 


Profits vs. Labor Income 


Nor do the official figures support the charge 
that “big business is taking a disproportionately 
large share of the fruits of our developing 
economy.” As shown by the table, corporate net 
earnings have, in the aggregate, shown little 
improvement over the past decade — despite the 
huge increases in business volume and the bil- 
lions invested by corporations in new plant and 
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machines over the period. As a pane e of 
national income, corporate profits have declined 
one third since 1948. By contrast, labor income, 
as a percentage of national income, has moved 
upward — standing at 69 per cent in 1957 as 
against 62 per cent in 1948. 
Net Income After Taxes of All U.S. Corporations 
and Percentages of Total National Income 
(In Billions of Dollars) 


Corporate National 


Net Income Income Per Cen 

















Fes 








@ i or mr & 08 bo 


Source: U.S. Department ef Commerce. 
* 1957 annual rates for first half year. 


It is true that some individual concerns and 
some industries have prospered over the period 
more than others — hence they will be in a better 
position to pay higher wages. In fact, this is pre- 
cisely what is happening. It is, generally speak- 
ing, the industries making the most money that 
pay the highest wages. Labor, instead of railin 
at the “exorbitant” profits of these succes 
companies, might better be striving to promote 
the progress of these companies to the mutual 
interest of shareholders, management, and the 
workers themselves. 

In stressing the ability of some of the larger 
or more rapidly growing companies to absorb 
wage increases, it must be remembered that 
these settlements are not made in a vacuum. 
The wage demands forced on industry leaders 
generally set the pattern to which all businesses 
must more or less conform. Smaller concerns 
feel the pinch most because they generally oper- 
ate on more slender margins of resources and are 
less able to make adjustments. Yet without ade- 
quate profits, the smaller —— cannot re- 
ward management or obtain adequate capital 
for the growth that is essential if our economy is 
to retain the flexibility and vitality that comes 
from the constant pressing forward of new enter- 
prises with new leadership, new methods, and 
new products. 


Source of Real Wage Gains 

Mr. Meany was, of course, right in wig 
the convention that the nation’s economy had 
reached its present level not with wage mora- 
toriums but “precisely the opposite.” He was, 
however, telling less than the whole story when 
he went on to assert that the nation’s growth 
and the rise in living standards could be at- 
tributed to wage increases won by organized 
labor. 


If the road to prosperity has been reached so 
easily, why not double, or triple, wages immedi- 
ately? 

The hard fact is that economic progress isn’t 
that simple. Wages must “ow out of produc- 
tion, and can go up in a real sense only as pro- 
duction increases. When wage advances outstrip 
productivity, as has often been the case in recent 
years, the sequel is rising costs — reflected, in 
turn, either in price increases that rob wage gains 
of much of their substance, or in profit shrinkayes 
that dull the edge of business initiative and 
enterprise. 

The AFL-CIO was more accurate when, in 
commenting some months ago on the attain- 
ment for the first time of a $2 an hour average 
wage for factory workers, it recognized that 
level “has not been reached oe any system 
of automatic progression,” but “reflects the high 
productivity of the American economy — the 
skills of its workers and managers,” (aided, it 
should be added, by the billions of dollars in- 
vested by industry in new machines, y yee 
processes, and products). Though the union 
pointed out, correctly, that union pressures have 
been influential in spurring managements to 
adopt these improvements, the fact remains that 
re wage gains could not have come without 

em. 


As has been pointed out again and again in 
these pages, there is ground for genuine satisfac- 
tion in the achievements of the American econ- 
omy in making possible rising real wages and an 
improved standard of living. No one has put his 
finger on the true source of these gains more sure- 
ly than did Mr. Meany when, as a member of 
President Roosevelt's 1944 Committee on the 
Cost of Living, he said: 


The American Federation of Labor has never agreed to 
the principle of basing wages on cost of living or on price 
inflation. The established wage policy of this country 
has always been based on raising wages as increases in 

roductivity made this possible. This is the only possible 
a for an expanding economy with rising living 
standards. 


The “Costs” of Federal Farm 
Programs 


The search for ways to hold down the inflating 
federal budget can hardly ignore the Agriculture 
Department's multifarious programs. For sheer 
size and ineffectiveness they probably have no 
equal. In a poll of some 30 economists, testifying 
in November before a Congressional Joint Eco- 
nomic subcommittee looking into ways to reduce 
the nondefense budget, farm spending was listed 
as the number one area for cuts. 
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Farm outlays are the third largest item in the 
federal budget, exceeded only by defense spend- 
ing and interest on the public debt. But despite 
these towering costs ($5 billion in the current 
fiscal year and $27 billion over the past 10 years) 
the federal programs have failed to cure farm ills. 
Instead, they perpetuate the problem of moun- 
tainous farm surpluses, contribute to inflationary 
pressures in the economy, and create ill will 
abroad. 


The ineffectiveness of these programs has been 
pointed out many times by Secretary of Agricul- 
ture Ezra Taft Benson. As Mr. Benson put it at 
a press conference last month: “Laws which try 
to set farm prices and control production will not 
cure the farm problem. If they could, then it 
would have been cured two wars ago — four Sec- 
retaries of Agriculture ago —back in the early 
days of the New Deal.” Going back even farther, 
Franklin D. Roosevelt, in the 1932 Presidential 
campaign, blasted the Hoover Administration's 
Federal Farm Board for causing “a tremendous 
undivested surplus overhanging the market” and 
for “squandering hundreds of millions of the 
taxpayers’ money.” 

The most recent example of a farm program 
failure is the Soil Bank — an operation Jaunched 
in 1956 which pays farmers to leave land idle. 
The hard fact is that crop production continues 
at record levels despite estimated outlays of some 
$763 million for the Soil Bank in the current fiscal 
year. Farmers offset more than half of the land 
put in the Soil Bank by planting unrestricted 
crops on land normally fallowed or left in hay 
and pasture and by pushing over-all yields per 
acre to new highs through intensive cultivation. 


Some $208 million is scheduled to be spent 
this fiscal year on an agricultural conservation 
program. Improvement of our soil resources, of 
course, builds a national asset and should make 
food cheaper and more plentiful. But people are 
not permitted to enjoy these benefits. Surpluses 
in government warehouses mount higher. Soil 
conservation payments, which make the earth 
more productive, make the job of price support 
more expensive and difficult. 


Cut-rate Sales 


Largest of the federal agricultural expendi- 
tures are those for the Commodity Credit Cor- 
poration (CCC). While primarily engaged in 
farm price support operations, this agency also 
handles commodity export and barter programs 
— at cut-rate prices — to dispose of surpluses, The 
net loss of the CCC on all operations during the 
current fiscal year is figured at nearly $3 billion. 


10 


The Agriculture Department also carries on a 
multitude of other activities — from forest man- 
agement and grain inspection to 4-H Club super- 
vision. When all Federal Government activities 
in direct support of agriculture are added up, 
the total runs to $5 billion this fiscal year. This 
does not measure all federal spending in aid 
of agriculture. Some hundreds of millions more 
are spent each year in government procurement 
of farm commodities for foreign aid programs 
other than through the Agriculture Department. 


But even the $5 billion is a lot of money. It 
amounts to more than $1,000 per farm. It eats up 
all the revenue the Treasury gets from personal 
income tax rates beyond 22 cad cent. It is half 
again as much as the $3.4 billion spent last year 
to build schools in this country. It is more 
than 10 times total national expenditures (by 
government, industry, universities) for basic sci- 
entific research. 


Thus, the first cost of the farm program is the 
obvious one: the drain on the taxpayer's pocket. 


Second is the cost the citizen bears in higher 
prices. Without price supports for butter, cheese, 
and milk, for example, the consumer’s food dol- 
lar would stretch further. 

The taxpayer is in the position of paying stiff 
taxes for federal programs designed to make him 
pay more for agricultural products. 


Secretary Benson’s recent slash in dairy price 
supports to the legal floor of 75 per cent of 
parity (against the previous 80-83 per cent), effec- 
tive April 1, is calculated to give consumers a 
reduction of half a cent a quart on milk and 
2% cents a pound on butter and cheese. This 
boon to the family with growing children was 
termed “shocking” and “disastrous” by milk 
producers and some members of Congress from 
dairy states. 


The “Cost” of TU Will 

Another cost of the farm programs is the in- 
jury of various surplus disposal operations to our 
relations with friendly foreign countries. It 
seems generous to dispose of agricultuial prod- 
ucts at bargain prices abroad. But in so doing 
we disrupt world trade patterns, deprive friendly 
foreign countries of their normal markets, and 
open ourselves to accusations of export “dump- 
ing.” 

At the November Rome conference of the 
United Nations Food and Agriculture Organiza- 
tion, Canada, Argentina, Australia, and New 
Zealand voiced serious misgivings over our farm 
surplus disposal methods. Douglas Harkness, 
Minister of Agriculture of Canada, said his gov- 
ernment was watching “with concern the mount- 
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ing stocks of wheat that have been gee | 
in exporting countries, particularly in No 
America, and the measures employed in surplus 
disposal.” 

A few weeks later, at a meeting in Geneva of 
member nations of the General Agreement on 
Tariffs and Trade, U.S. disposal tactics again 
came in for criticism. The Canadian delegate, 
Simon S. Reisman, charged that “through a 
variety of techniques — export subsidies, sales for 
local currency, barter deals and tied sales, for 
instance — the United States is pushing its wheat 
and flour into world markets with such determin- 
ation and in such volume that it is causing great 
damage to Canada’s normal commercial market- 
ings of these products.” Delegates of Australia 
and Denmark complained of inadequate notice 
of U.S. disposal programs. The Danish ne 
noted that consultations sometimes were taken 
up just before, or even after, disposals had taken 
place and suggested that this was “not entirely 
accidental or unintentional.” 

U.S. authorities have endeavored to counter 
this criticism by stressing, as at the Rome meet- 
ing, the aim to “avoid depressing prices and 
generally disrupting world markets.” Similar 
assurances were offered at a recent Washington 
meeting of high U.S. and Canadian officials. But 
apparently foreign opinion remains skeptical. 
Donald M. Fleming, Canada’s Finance Minister, 
probably summed up the prevalent view in his 
comment at last month’s convention of the In- 
vestment Bankers Association: “While appreciat- 
ing these assurances, the Canadian Government, 
however, will continue to regard with an anxious 
and apprehensive eye fire-sale disposal policies.” 
Such Feathien was not allayed by reports of 
Administration intentions to extend and expand 
the overseas disposal programs. The Congress 
will be asked to authorize sales of $1.5 billion 
of farm commodities in the fiscal year beginning 
July 1—50 per cent more than in the current 

ear. 
‘ Misused Manpower 

The U.S. farm population, despite a sh 
drop in the past 20 years, has remained we 
above levels necessary to meet the nation’s food 
and fiber needs. High price supports have en- 
couraged inefficient operators to stay on farms 
and produce unwanted commodities — many of 
ret wound up in government storage bins. 

If these farm workers had taken jobs in indus- 
try and trade, shortages of skilled help and com- 
mon labor, a chronic problem over the past ten 
years, would have been eased. Farm 6 po 
have impeded the most productive use of our 
manpower resources. 


The manpower problem will become even 
more acute in the ahead; availability of 
skilled labor will be a limiting factor in the rate 
of our economic growth. Labor Secretary James 
P. Mitchell estimated in November that it will be 
necessary to recruit 22 million new workers by 
1965. Discussing the urgent need for encourag- 
ing _ youths to take off-farm employment, he 
a : 


Considering the agricultural manpower outlook, 
shouldn’t rural young people have information on 
industry and commerce? Is the extension service of the 


Department of Agriculture giving it to young people? 
Do rural youth know there may be no jobs facing them 
in farm work? 


A catchy tune around World War I was en- 
titled, How "Ya Gonna Keep ’Em Down on the 
Farm After They've Seen Paree? Tin Pan Alley 
today might more appropriately tag the number, 
How ‘Ya Gonna Get ’Em Off the Farm Until 
You End the Subsidee? 


Freedom of the Farmer 


Finally, federal farm programs exact a cost 
of impairing the farmers’ freedom and inde- 
pendence. For being allowed to step under the 
subsidy umbrella, the farmer is told what he 
can grow, where he can grow it, and how much 
he can grow. 


Representative Harold D. Cooley, Chairman 
of the House Agriculture Committee and a cham- 
pion of A gee eaye a farm controls and subsidies, 
conceded in the August 30 U.S. News & World 
Report: “The American free-enterprise system 
was built upon a foundation of free and inde- 
pendent family farms.” 


Charles B. Shuman, president of the Ameri- 
can Farm Bureau Federation — the nation’s larg- 
est farm organization — pointed up, in the Sep- 
tember issue of The Nation’s Agriculture, how 
far we have moved away from “free and inde- 
pendent family farms”: 

The price and income troubles of agriculture are the 
direct result of our experiments with a socialistic, gov- 
ernment-directed farm economy. 

It is becoming increasingly apparent that government 
= and control in agriculture not only is a failure 


t that it threatens to replace individual freedom with 
a bureaucratic dictatorship. . . . 


Dr. Earl L. Butz, Dean of Agriculture at Pur- 
due University and former Assistant Secretary 
of Agriculture, has put it even more tersely: “If 
we are ready to socialize our agriculture, then 
a wonderful way to start is to guarantee that all 


farmers, irrespective of individual effort or abil- 
ity, will wind up equal at the finish line.” 
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